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ARIZONA STATE TREASURER DOUG DUCEY

INVESTMENT PHILOSOPHY
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ARIZONA STATE TREASURER DOUG DUCEY

EARNINGS FOR FY 2014

$130,283,112



LGIP PERFORMANCE
Q4 FY2014



ARIZONA STATE TREASURER DOUG DUCEY

Pool 5 – LGIP
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SAFETY: Distribution of Holdings 

(Moody's Ratings)

LIQUIDITY: 80% of Assets Mature Within 90 Days YIELD: .09% (June 2014)

Rated AAAf (Highest Rating Available)

 $1.1 Billion in Assets as of 6/30/2014

 100% Duration Inside 1 year 

Diversified Highly Rated Investments Including 

Repurchase Agreements, Commercial Paper, 

and Government Securities

 80% of the Assets are Cash Equivalent 

Securities



ARIZONA STATE TREASURER DOUG DUCEY

Pool 7 – Gov’t LGIP
SAFETY: Distribution of Holdings 

(Moody's Ratings)

LIQUIDITY: 88% of Assets Mature Within 90 Days YIELD: .13% (June 2014)

 $950 Million in Assets as of 6/30/2014

 100% Duration Inside 1 year

 100% of the Assets are Guaranteed by the Full 

Faith and Credit of the United States of 

America

 92% of the Assets are Cash Equivalent 

Securities
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ARIZONA STATE TREASURER DOUG DUCEY

Pool 500 – Medium Term LGIP
SAFETY: Distribution of Holdings 

(Moody's Ratings)

LIQUIDITY: 24% of Assets Mature Within 90 Days YIELD: 1.27% (June 2014)

 $275 Million in Assets as of 6/30/2014

 Net Asset Value (share price) of $1.034 as of 

6/30/2014

 50% Duration Inside 1 year

 100% of the Assets are Investment Grade or 

Better (47% are rated AAA)

 Well Diversified Portfolio of Assets With No 

More Than 2.5% Exposure to Any Single 

Corporate Asset
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ARIZONA STATE TREASURER DOUG DUCEY

Pool 700 – Gov’t Medium Term LGIP
SAFETY: Distribution of Holdings 

(Moody's Ratings)

LIQUIDITY: 28% of Assets Mature Within 90 Days YIELD: June 1.28%

 $177 Million in Assets as of 6/30/2014

 Net Asset Value (Share Price) of $1.007 as of 

6/30/2014

 34% Duration Inside 1 year

 100% of the Assets are Guaranteed by the Full 

Faith and Credit of the United State of America

 Well Diversified Portfolio of Assets Across All 

available U.S. Full Faith and Credit Securities



OFFICE OF THE ARIZONA STATE TREASURER

ENDOWMENT 

PERFORMANCE
Q4 FY2014



ARIZONA STATE TREASURER DOUG DUCEY

ENDOWMENT MARKET VALUE 

$4.87 
BILLION



ARIZONA STATE TREASURER DOUG DUCEY

ENDOWMENT UNREALIZED GAINS 

$1.94 
BILLION



ARIZONA STATE TREASURER DOUG DUCEY

ENDOWMENT ASSET ALLOCATION

$1,600.04M

$1,052.42M

$502.79M
$1,549.4 million

$1,122.1 million

$542.2 million

Endowment Market Value 

$4,868,539,602 
as of 6/30/2014



ARIZONA STATE TREASURER DOUG DUCEY

K-12 DISTRIBUTIONS



OFFICE OF THE ARIZONA STATE TREASURER

POOLED COLLATERAL 

PROGRAM



ARIZONA STATE TREASURER DOUG DUCEY

POOLED COLLATERAL

 In accordance with A.R.S.§35-1202 the Treasurer’s Office 

began monitoring and reporting collateral held for all Arizona 

public deposits on July 1, 2014

 Daily, Monthly Collateral Holdings, and Monthly Certification reports 

are available at: http://www.aztreasury.gov/pooled-collateral-reports/

 Monthly statements should be sent no later than August 19th for July

 If there are any discrepancies between the statement from the 

Treasurer’s Office and your bank statement reports, please contact 

us at PooledCollateral@aztreasury.gov



ARIZONA STATE TREASURER DOUG DUCEY

DAILY REPORT



ARIZONA STATE TREASURER DOUG DUCEY

MONTHLY COLLATERAL REPORT



OFFICE OF THE ARIZONA STATE TREASURER

STATE CASH FLOW



ARIZONA STATE TREASURER DOUG DUCEY

STATE CASH FLOW
TOTAL OPERATING ACCOUNT AVERAGE MONTHLY BALANCE

June 2014 

$2.46 Billion



ARIZONA STATE TREASURER DOUG DUCEY

STATE CASH FLOW
YTD FY 2015 Cash Flow vs. Last Two Fiscal Years



ARIZONA STATE TREASURER DOUG DUCEY

AZ NON-FARM EMPLOYMENT 



ARIZONA STATE TREASURER DOUG DUCEY

AZ UNEMPLOYMENT AT 6.9%



ARIZONA STATE TREASURER DOUG DUCEY

AZ HOUSING PERMITS
Total Monthly Arizona Residential Building Permits Jan. 1995 to June 2014



ARIZONA STATE TREASURER DOUG DUCEY

PHOENIX HOUSING PRICES
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Jim Palmer, CFA

Chief Investment Officer
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For Specific Client Use Only –

This material is not for inspection by, distribution to, or quotation to the general public.

Economic Growth 

• U.S. GDP growth to be in the 2.5 - 3.0% range for remainder of 2014

• Q1/14 U.S GDP print of <2.9%> was more weather related and not a signal of recession

Employment Situation

• Employment Conditions will continue to improve

• Unemployment Rate ~ 6.0% at year-end

• Non-farm payrolls expected to grow in the 200k - 250k range

• Demographics will continue to impact the Labor Force participation rate

Inflation Situation

• Inflation will continue to trend upward through 2014

• May Core Personal Consumption Expenditure Index = 1.5%

• Below Fed target of 2%, up from February 2014's 1.1% rate

Current Market Conditions – Economic Outlook

29

Source: Bloomberg



For Specific Client Use Only –

This material is not for inspection by, distribution to, or quotation to the general public.

Federal Reserve’s Current Policies – as of 6/18/2014

• Federal Funds Target of 0.0% to 0.25% (in place since December 2008)

• FOMC will asses target rate based on progress toward objectives of maximum employment and 2% inflation

• Current target rate likely will be appropriate for a considerable time after the asset purchase program ends

• Current monthly asset purchases consist of $15B in agency MBS and $20B in U.S. Treasuries

• Tapering monthly asset purchases by $5B each in agency MBS and U.S. Treasuries per FOMC meeting

• Asset purchases scheduled to end in October

Market Expectations

• Rate guidance by FOMC members has increased the probability of a 2015 rate hike with 13 of 16 members 

expecting a rate increase in 2015

• The timing of the first Fed rate hike has accelerated into mid-2015 on improved economic data and increased 

hawkishness from some Fed members

• Current futures and forward rates suggest rate first rate increase in mid-2015 and terminal federal funds rate     

of ~1% at end of 2015

Current Market Conditions – Federal Reserve Policy
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For Specific Client Use Only –

This material is not for inspection by, distribution to, or quotation to the general public.

Credit / spread product has been strong performer over past several quarters

Current credit spreads are fair but tighter than previous quarters

Credit curve remains upward sloping with reasonable steepness

Corporate credit quality remains solid but has come off of recent very high levels

• Significant increase in shareholder initiatives and mergers and acquisitions in non-financials

• Public credit rating risk has increased on corporate actions

• Financials experienced headline / regulatory risk

Technicals remain solid for investment-grade debt

• Continued strong demand from investors for spread product

• Net new issuance does not meet investor demand

• Strong primary market demand for debt – oversubscription / tighter spreads in secondary market

Credit Market Conditions 
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For Specific Client Use Only –

This material is not for inspection by, distribution to, or quotation to the general public.

Yield Curve and Duration Management

• Current yield curve appears fair relative to Fed expectations

• 0-3 year portion of the Yield Curve has steepened in line with early 2014 expectations 

• Absolute yield curve rate levels include a reasonable degree of Fed tightening

• Continued migration toward laddered structure vs. bulleted from earlier in year

• Duration directed toward becoming more neutral to benchmarks on better yield curve valuations

• Increased yield advantage of fixed-rate notes versus comparable-maturity FRNs argues for de-

emphasis of FRNs

Sector Allocation 

• Overweight credit and spread product to capture incremental yield and credit curve roll-down

• Asset-backed securities and U.S. financial debt are favored categories

• Increase spread duration of credit-related assets to capture upward-sloping yield curve

Risks

• Policy mistake as Fed unwinds exceptional monetary accommodation

• Geopolitical events (Ukraine, Middle East)

• Regulatory impact on markets, issuance and liquidity

Investment Strategies 
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For Specific Client Use Only –

This material is not for inspection by, distribution to, or quotation to the general public.

• Money Market Mutual Fund Reforms include

• Floating NAV for institutional prime and tax-free money market funds

• Redemption Gates and Liquidity Fees 

• Increased disclosure requirements

• Potential Impacts of Money Market Fund Reform

• Assets migrate from institutional prime funds to Government  / Treasury funds

• Increased demand for 13-month and shorter Treasury bills / Agency debt / Repo

• Increased LIBOR rates as demand for short-term CP & CDs falls

• Increased usage of Federal Reserve Reverse Repo facility

• Near-term impact muted by two-year phase in period for major reforms

Money Market Mutual Fund Reform

33



For Specific Client Use Only –

This material is not for inspection by, distribution to, or quotation to the general public.

Disclosure

U.S. Bancorp Asset Management, Inc. is a registered investment advisor and subsidiary of 

U.S. Bank National Association.

This information represents the opinion of U.S. Bancorp Asset Management, Inc. and is not intended to be a 

forecast of future events, a guarantee of future results, or investment advice. It is not intended to provide specific 

advice or to be construed as an offering of securities or a recommendation to invest. The factual information has 

been obtained from sources believed to be reliable but is not guaranteed as to accuracy or completeness.         

Past performance does not guarantee future results.

U.S. Bank is not responsible for and does not guarantee the products, services, or performance of its affiliates and 

third parties.

7/2014  
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QUESTIONS?


